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INDEXING TUITION TO COST OF EBUCATION:

THE IMPACT ON STUDENTS AND INbTITUTIONS
Abstract
This study examines an emerging trend in state higher education finance
po11cy, the use:of ,an 1ndex to establish tuition and fee levels at ﬁﬂﬁii;

institutions.: Based on a national survey of tu1t1on setting policies, this’

study documents the increasing use of an indexing formula to determine

" tyition levels. F§§E6F§ encouraging this trend are examined and ‘questions

-

" that must be addressed by state and instituticnal policy makers in zdopting

" r— .

such a formulé are discussed. Policy implications for states and institu-~
tions are also considered.;
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- - o INDEXING TUITION TO COST OF EDUCATION
| . THE IMPACT ON STUDENTS AND INSTITHTIGNS !
> | For aivafiéiy=a?-féa§aﬁ§; tﬁe'ﬁdiié?es used to set tuition' Tevels at
‘public higher education 1nst1tut1ons are chang1ng ‘The traditiona] "incre-.
mental pr1c1ng“ methdd of determ1n1ng tuition and fees is Beéhg reconsidered
in favor of specific pricing formilas; especially an index to the cost of
edication. THe attraction of this approach arises from a number of causes., -
- 1nc]ud1ng the upward pressure on tu1t10n created by chang1ng demograph1c and b
'f1sca1 cbnd1ti0ns, and from the des1re of 1eg1s]atures and govern1ng b0d1es
to 1mpose un1fbrm1ty across 1nst1tut1cns '
Impact of Bec]1n1ng Enro]]ments and Fiscal. Constra1nts on Tuition
' The demograph1c OUL]OOk for higher educaiwon is irrefutable. The s1ze of
the trad1t10na1 c011ege age cohort is growing smaller. Nat1ona11y, the number
of h1gh schoo] graduates 1s expected to decline by 18 percent by 1986 and
25 percent by 1991 (Hestern Interstate Commission for Higher Education, 1979)

A1though a number of factors 1nf1uence college enrdﬂ1ments, most proaect1ons

forecast decliming enrollments for h1gher edication (Centrai 1980; Frances, 198@).

o af declining enrollments; student charges will have ‘to increase. Further, at
the same time enroliments decline, institutional costs niii not. Costs-for -
higher education imstitutions wi11'rise;ndt only due to inflation, increased - .
maintenance, or higher energy prices, bit also from the éisécaha'm’y 'o'% 's'caié--‘

a decreas1ng student popu]at1on with r1s1ng f1xed costs will result in increas-

T 1ng costs per student Consequently, declining enrolliments and gncreas1ng

~
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heftier fees.
Changing f1sca1 conditions w1th1n the states amd the U.S. as a who]e
will also tend to increase tu1t1on 1evels. The vu]nerab111¢y of tu1t1on to
.pressures of the economy is illustrated by three factors First, pub11c
higher . educat1on is highly dependent upon State apprOpr1at1ons In fiscal "
year 1977, tuition: and fees accounted for on1y 16 percent of the educat1ona1
and genera] revenues of pub11c colleges and un1vers1t1es 59 percent of these

r::revenues came from state and Tocal appropr1at1ons Second higher educat1on;

' appropr1at1ons are a maJor component of total state appropr1at1oqs, second

-

on]y to e1ementary and secondary education 1n most ‘states. .Thus; ¢ utbacks in

’ state appropr1at1ons, even 1f d1str1buted even1y among all state rec1p1ents,
will have a sizable impact on higher educat1on F1na31y,?tu1t1on is usually -
viewed as the balance between operating budget requ1renents and state or -
iocai appropriations. As a resutt, when state or Tocal government revenues
are restricted, states will' seek increased revenues from other sources;
including tuition and fees for gighér education:

g

Although both changing'demographics and Fiscal constraints point ‘toward
h1gher tuition, the latter appears to be more decisive in pushing up tuition.
A study‘pf factors affecting tu1t1on, by Rusk and Leslie (19785* found that: '

Tu1t1on pr1ces and price 1ncreases tend c1ear1y to be nigher

of the inst?tUt?onsf Indeed, of the manipulable var1ab1es studied,

adjusting state appropr1at1ons seems to be thzsmajor way -to affect
tuition 1evels State ;~*%eyaaké?s should be aware of this fact

not only for the va1ue of ach1ev1ng des1red outcomes ; but also for

-
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> B pr1ces Just as sure]y as if the pr1ces had been raised by the

1égis1ators themse1ves (p 544) o .

o

' Add1t1ona11y, recent surveys of Amer1can pub11c opinion have revea]ed
surpr1s1ng1y strong sentiments to curta11 pub11c h1gher educat10n budgets '

before other public services when state revenues are reduced (Advisory
-» o - 0 : /
Conmission on Intergovernmental Re1ati0hs, 1980). . < : .
Opposed to these forces; however; are others that work to keep tuition
/ S ,”f;,’ -
levels as low as possible. Included among these are historical commitments,

to Tow student charges, the political sensitivity of elected officials, and

2 recognition of the social benefits:of higher education. In the absence

of an explicit affirmation of these considerations, however, tuition setting

is Tikely to be viewed purely zs a fiscal matter—-and thus vulnerable to the =
demographic and fiscal pressures just discussed; ’
Current State Po11c1es f0r Determining Tuition

, In October 1980 the authors surveyed the state higher education execu-
tive off1cer (SHEEO) in each state to ascertain the p011cy (if any) currently
be1ng used to determine tuition levels: We found:that 30 ef the states do
not have an established po11cy forjdeterm1n1ng fu1tﬁon Iﬁ.hOSt of these
states tuition is determ1ned in an ad hoc manner that m1ght best bé,described

-as 1ncrementa1 pr1c1ng By incremental” pr1c1ng, we mean that current tu1t1on
- \

enrollment ehanges, state appropr1at1ons, and whatever other factcrs are

deemed fe1evant by the decision makers.: -

Three of the states have established policies, but use no particular

formula to determine tuition. In these states, there is a written and




férmaiiyiabﬁrdréd §tétenent of the factors tb be considered in determining

Seventeen states have established policies that index tuition to a
spec1f1c measure Kentucky indexes tuition to- charges at comparab]e insti-

tut1ons in other states, and I]11no1s uses the H1gher Educat’on Pr1ce Index

l

~as fhe indexirg tool. In Montana nonres1dent tu1t1on 1s referenced 40 the

cost of instruction. (Cost;of 1nstrggt1on is defined as 1nstruct1on and_'ﬁ
~academjc support costs; it is distinguished from cost of edication, which
cnciuies these costs plus institutional support, student services; plants
and other "educational” costs.) ' |

The 14 states that index tuition to the cost of education represent an ~
increase since 1976, Nhen the Washington State Council for Postsecondary
Educat1on identified 6 states that used this method (1§76a). The 6 states -

-

1dent1f1ed in that study were Co1orado Florida, Kansas New Hampshire
(nonres1dent tu1t10n only), Oregon, and :‘Wisconsin: To these aré now added

the states of Arizona, Maine; New Jersey, Oh1o, Oklahoma, V1rg1n1a, and

Washington. In addition; the state ef Massachusetts determines nonre51dent
-tuition by indexing it to éddcat1ona1 costs although the state has no pstab-
"1ished po11cy For sett1ng resident student Ehargés;

Our survey also asked the SHEEOs if their state was considering a change
:»iﬁ the current policy and if 50 what was being considered as an alternative

'bgfic§ These vesults indicate that most states are not now considering

_a change in the1r tu1t1on setting process: Of the 12 states that are con-
sidering a change, 1ndex1ng tuition to educational costs was Tisted by

5 states (Georgia, Massachusetts (resident tuition), Miﬁﬁégaié; Mississippi,

and\M1ssour1) as the alternative p011cy under consideration.



Appeal of the Index to Cost of Education Hethod ;

_ The survey ‘rosults outlined in the prev1ous section indicated that
1ncreas1ngly, states are adopt1ng 1ﬂdex1ng to cest of educat1on as an estab-
Tished policy for determining tuition: Severa1)exp1anat19ns for this trend
are‘poseibié; o _ B £

" Most obvious is the ?aét'tﬁét'réiéting tuition to educational costs

=

rat1ona31zes tuition policy. In states that do not have established policies
~ for determining tuition there is 1ittﬁe justification for why student charges
. are what they are: A state s adoption of an indexing policy and, EVEn more
“importantly, the specification of the percentages to be used provides an
explitit declaration of what portion of educational costs the student is
expected to assumé. - S |
) The use of an index in éstablishing tu1t1on iz also a means to
"rout1n12e" the process; which appea]s to decision makers at all levels.
'Me1s1nger (1976) "observes that. ~
| It is ynusual for a decisionmaker not to seek some means to routinize
“the process of making aéci;ionss especially in those 51tuét1ons which
hecur_freﬁuehtiy; This ﬁéea to s.np11fy js a driving force under- {

i iyihg the behavior of most budgeters . . . . If the budgeter can

N

essentially the same kind of decision this year as 1ast year in
only a fraction of the time and with only a fraction of the erfors;
he will be able tu make his job much s1mp1er. The budgeter needs

s decision rule which will serve as a basis for agreement in

dealing with competitive interests. (p. 1)

o - - ;
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Expressing tuition as a share of educational costs also creates a
tighter link hetWéen tuﬁtﬁén§and overall state support. The policy is
likely to be legislatively determined; and the tuition received is likely
to be considered state income rather than institutional 1ncome The con-
cepts Jnvolved in the use of a:formula to determine tu1t1on are cons1stent
w1th those used zn formula budget1ng to estaBiish state appropr1at1ons in
many states. Indeea most states that index tuition to educat1on costs

also use ?Ormula;budget1ng. B o

Indexing insures that a Hiaa portion of cost increases will be covered
from student sources: This appeals to a number of constituencies: Legisla-
tors may like the fact that a formula Fb?isettihg tuition passes along a
'spe61f1ed port1on of annua1 cost increases to the student: The attraction .
for educ ators ‘is that increases in tu1t1on revenue are gradua] and p]anned
rather than sudden and in response to snort*térm revenue shortfa115* In
_t1mes of 1ncreas1ng fiscal constra1nts on state government, 1ndex1ng also
may be v1ewed as a method of "sh1e1d1ng" tu1t10n frem inCreases as' state
support wanes: In inflationary times, indexing may appea1 to students and

parents as well. Carol Van Alstyne (1977) has pointed out that:

. Relating-tuition to costs could in effect put a ceiiigg

on the share that students and their fam111es are expecté

- to bear because, in 1nf1atTonary times, ‘tuition shares of
' costs have often 1ncreased more than proportionately as other

, sources “of suppor't have 1agged; (p. 76)
. Considerations ‘in EsiaBTﬁéﬁfhg Indexing Formulas
Indexing tuition to the cost of education ‘is a straightforward; tech-
nically objective process: The cost of edueation is determined according

T T
|




to set account1ng practwces, and the student js charged a set percentage
of this cost. Develeping the policys however, requires making a number of
subjective decisions: The ?elibwihg-aiséussiOh examines some of the ques-
tions that must be addressed in, order to initiate an indexing systei.

What elements should be 1nc1uded in the comgutatlongofgthe,cost of

- education or instruction? Cost’ of instruction computations:usually 1nc1ude

v ) e ) L _
ori-campus instruct1on; plus a percentage of academic support costs. Cost of

sducation is a broader term that also includes all -or major portions of student
services expenditures, institutional support, éﬁé plant maintenance expenses.
Fibéhaitafes for capital improvements, research, public service, off-campus
instruction and auxiliary enterprises are usually excluded from both definitions:
Most states that use tﬁe indexing metﬁod relate tu1t1on to the cost of educa-

i tion with the Just1f1cat1on that the add1t1ona1 costs do support instruction

” . -

and, ihdeed; that the education being "purchased” -includes these costs:

/ . Should costs be determined at all ihstjtﬁtioné? In cther words; are
 cost studies necessary at all institutions? The ansWer to this guestion is”
probably not. Smaller e011egeé usually lack tﬁé technical resources ‘and
expert1se necessary to carry cut the studies. ’ As a result; a %airiy common
pract1ce is to recu1re maJor un1vers1t1es to comp]ete the cost stud1es. and
tu1t1on at smaller 1nst1tut1ons is then scaled to some percentage of the
resu1t1ng ur1vers*ty tuition. Some states may want té avoid cost studieé
a]together and use _some measure, such as authorized budget 1C*gul"es. wh1ch -
may be less precise but is much less expens1ve to calculate:

A re]ated question is, should the ‘cost of educat1on be computed4b¥

Stﬁdeht 1eve17 Because of the d1ff1CU1ty of,a11ocat1ng cests by 1eve1 .most

states seem to have dec1ded not to compute the-cost d1fferenees by 1 e1

-
v
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What percentage of costs should be passed on to students in the form

of tu1t1on7 In 1973 the Carneg1e €0mm1531on on Higher Education recommended
that tu1t1on be 1ncreased to equal one- -third: of educat1ona1 costs. In that
same year, the Committee for Economic Development recommended_that one-half
of educational costs be passed on to students. For the most part; it anpears
that these recomméndations have had 1ittle national effect. We found no
evidence that any state charges more than one-third of educational costs

td its resident students A recent study by the Western fnterstate Comn1ss1on

-

with estab11shed 1ndex1ng po11e1es -ranges from 20 to 25 percent of costs for
resident undergraduates (p. 10) ‘The Washington State Counc11 for Post-
secondary Education §1§7§y); when establishing the indexing policy currently
used in that state, Wrote that, “in no case have we found a definitive,
aniformly aceeptéd‘ﬁﬁi16§6bﬁié basis indicating the proportion of total
costs which shOu.d be borne by the student or the taxpayer" (p. 40) Even
where attempts are iiade to base charges on such pr1nc1p1es, techn1ca1
problems complicate the effort, as MacDonald (1977) ‘points out:

The rationale for tuition charges at a public institution is
‘often.based on the argument that individuals should pay for the |
porticn of the benefits that accrue to eaeh p'e'r’s'onaﬁyi while the -
public shou]d pay for that port10n which contributes to the social i
benefit of all. However, the art of defining; measur1ng, and allo-
cating -these benef1ts is not very advanced g1ven the c0mo1ex nature

of the products of educat1ona1 endeavor it is un11ke1y to ever be

~
7,-. - .

‘ very precise. (p: 3) . . - A~
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Adaiiiéﬁé11y; all involved in the process should recdgnfie that although
L S——
the use of an ndex re]at1ng ‘tuition to a percentage of costs produces a

-

«  uniform, ard presumab]y reasonable, standard for annual or biennial tuition
1ncreases, those 1nereases are 1ikely to be reviewed and cha].enged by
affected: parties each year. States (Florida and Washington, for example);
nave_gomettmes jéweréd the dollar amount of tuition increases even when

they'Wére generated by use of.an éduéétiénai cost index.

* should the percentages charged vary by s Although con-

T R -
ducting cost studies to yie]d.data-by student level is a technical problem

1eve1 is a ph]losoph1ea1 one. In Higher Education:

Who Pays?

Who Should Pay?, tﬁéﬁgarnégié Eommission (1973)
recommended that “tuittén should be moré nearly probdrtiénaf o costs,
rather than regressive as against students at the lower levels" (af 12).

i The Commission thus .urged that graduate students be charged the same per-

centage of costs aé‘undergraduates But because graduate 1nstructiona1

ate ducat10na1 costs From graduate costs. Instead, some states have s1mp1y
adopted a p011cy of determ1n1ng undergraduate tuition and then charging
graduate students at a_spec1f1ed, higher rate: Colorado, for exanﬁié;'§ets
graduate tuition.at .105 percent of undergraduate charges, and in Washington
graduate students are curfently charged 115 percent of undergraduate tuition.
The cintent of the Carnegie Commission's recommendation is followed in such

cases even if the recommended process is not.

11
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The practice of charging different percentages of costc to upper and

lower diviéidn undéréréGUété§ is uncommon:_ The pressure to reduce thé per-

ally responsive to educational charges (Hyde, 1978). Available evidence sug-
gests that costs per student, by 1eve1; do ﬁét differ significantly across
1nst1tut10na1 types (Johnson; 1979) ‘?héréfore, a uniform percentage of
costs applied to different Tevels cf undergraduate 1nstruct1on would result
in Tower tuition for lower division students at both four-year and community

co]]eges

) Shcu]d the percentage charged vary by student res1denq¥? Based on

current pract1ce the answer tc this question s c1ear1y yes. In aimost all
states, whether 1ndex1ng is used or not, nonre51dent students have trad1t1on-
ally been charged approximately 100 percent oF the cost of educat10n Although
this.préctice Sééms well entrénched, a ‘period of increased c0mpet1t10n for
students might br1ng about some changes in this policy.. Inét?tut76n§; '

especially those experiencing enrollment 105565, may be 1nc11ned to lower

this percentage in order to attract additional out-of-state students.
Elearly there is Conflict Between the desire to charge nonresidents. tfie
full cast of education and the q§s;ré to maintain current enroliment levels
and diversity in the student body. . '

 type of institution? Although

Should the percentage

4

per stuaéht costs by Tevel of instruction do ﬁdt differ sighitieéhtiy across

difference in the educational product being purchased. Thus, equ1ty may not

" — |
N
Y
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be served by charging a uniform percentage across all institutional types.
Additionally, as certain institutions Jose enrolIments, officials may try to
distribute stuaeﬁts to those institutions by lowering tuition: Although
previous attempts £o redistribute students through such adjustments have
been notoriously unsuccessfu] poiiticéiﬁpressu}ég might well lead some
states to try this approach again in the future:
Implications | D

Adoption of an indexing éystem for setting tuition implies that eértaih
. principles will be better served through such'a policy. Clearly, state and

jnstitutional policy §6a1§'3ﬁdﬁid be the étértihg'poiht for determ1n1ng the

proportibhs.to be used in an indexing approach: Student access; support for .

graduate educ&tiohg and diversity-of studenf bodies are all affected by

tuition levels; and indexing tuitionto éducational costs can be one way .

in which state financial policy is made explicit. The percentages chosen
- should reflect cons1derat1on of fundamenta1 po11cy 1ssues, such as the rela-
t1ve costs ineluding foregone persona] income. Current praet1ce, hoeever,
Fé?éiy @?tthes the ideal. IE most states the percentage of costs chosen is
more likely to be a product of historical patterns, interstate comparisons;
or current charges rather than of clear policy decisions.

'AaoptiOh of a policy that sets tuition Eg use of an index involves
1mp11cat1ons,for a number of°different’ const%tueﬁéié§ with respect tb

" State Budgetnng As total enro]]ments stabilize while costs continue

to- increase, will state appropr1at1ons make up the d1fference between tu1t1on

income and the requested budget7 Or— w111 there be cont1nued pressures to

1ncrease overall revenues from tu1t1on7 As we noted, the use of a ééhStéht

[ TR
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percentage index to set tuition will assure that annual increases in tuition
’ will not be arbitrary. However, the same pressures that would drive up tui-
‘tion charges in the absence of a formula, could also work to change the |
formula to yield more revenue. An indexing arrangement could be undone by
" price increases that are ahéécéptéséé to students and politicians. We have
. already seen Eéyéié1 states adept tuition.increaees Tower than those generated
by indexing formulas. o

}nstitutioné1iéutonoﬁy It appears ‘that using an index reinforces the

I

notion that tu1t1on revenies aré state funds--e1ther genera] revenues or off-

sets to appropr1at1ons: The pract1ca1 effect of th1s v1ew is a reduction 1n

institutiona1 autonomy , Index1ng tends to cuxta11 institutional control
‘over the amount of -money generated from tu1t1on and also to decrease budgetary'
flexibility in the use of these revénues at the campus 1eve1.'

Cost Containment: Will higher educatidn institutions be able to contain

ther real dollar expenditures in 1ight of declining enrollments in order to

“stabilize the1r per student costs?" E1énentény'éna secondary schools have

-

been unab]e to do th1s, h1gher education, w1th its h1gﬁ’f1xed costs; will

probab]y not be able to either. Hloher per student costs in an indexing

arrangement Wi11 666?60§1y result in 1ncreas1ng student charges. + If students

on admin1Strét6FS to contain costs. Cost containment; however; will requ1re

programmat1c and stanf1ng eUtbéckS-és well and these have not been easy to

_ ach1eve in the past.

c
Y

Impact on Enrollment. It is possible that. if tuition is indexed to

costs that are rapidly.increasing, the resulting tuition.increases.may

- contribute to enro11ment declines.




|
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Cost Study Reqy1rements, if stétes require extensive dbcumentation,

'adm1n1strators w111 be burdened w1th the need to conduct annua1 stud1es to

determine per student instructional or educat1ona1 co.ts. As part. of th1s

1nst1tut1ons. Th1s would serve to po11t1c1ze the precess rather than to -

rationalize it.

Cost éenévfdr Regard]ess of the procedures used,-budget off1c1a1s

should be cogn1zant of the fact that the behav1or of costs usually resu]ts .

in What We ear11er ca1Ted 1ncrementa1 prxc1ng éven in states that set tu1t1on

as a percentage of educational costs. Because costs are essentially a func-

tion of ‘th® dollars available to_an ins€itution in any given year, and

because annual changes 1n educational costs tehd to result from marginai

;dut in the end to be ﬁntreméntET too.

E’gaitgv If costing is to be used as a basis for setting tuition rétés,—

how is equity for students at d1fferent 1nst1tut1ons to be ach1eved? To set
>

'tu1t10n at 25 percent of costs at one c1ass of 1nst1tut1ons and 20 percent

.

of costs at another class for the purpose of creat1ng pr1ce differences };z/

to treat one group of students unequally based on their enrollment preferences.

,P011cy makers should address thes quest1ons 0pen1y in enact1ng such p011c1es

:Access; These cons.derat1ons a1so bear heav11y on-issues relating to

. by edrrieblé 6r.se1eétivity. Unless f1nanc:a1 a1d;1s adJusted accqrd1ng1y,

these students may _ be deterred from enr0111ng at h1gher priced campuses; .

which m1ght 1mpede efforts by those scheo1s to 1ncrease their enrollment of

m1nor1t]es; adilts, androther affected classes: -

. 15
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The use ef a tu1t1en 1ndex shou]d be" t1ed to a firm educat1ona] and 50c1a1

Y

policy that meets the néeds of 1nd1v1duals, 1nst1tut1ens of h1gher edueat1on,

’

and the state. To do sO, however, requ1res‘concerted efforts by campus and

state officials to reach agréémént in areas that are often 1é?£ unexamined.

a wide rang“*of issues and pr1nc1p]es: Wh11e state pc11ey fakers must move
';Béyéﬁaziﬁé “ew of ?U?iiéﬁ-EéEE?ﬁé as only a fiscal matter to address some
of the educational %s$ues, edacaiors,huSt present a-thorough examination of
the issues and éitérhétiVés For examination. If a tuition index results
from a carefuj discussion of 1ts broad 1mp11eat1cns for access and finance,

1t can become a highly appropr1ate veh1c1e for 1mp1enent1ng state p611cy ii

w?!

L5




?oothoté .
]For the purpose of th1s paper, tuition will be consideréd to be the‘

A bas1c comprehensive student charge used aTong with state appropr1at1ons

and cher unrestricted institutional rece1pts, to fund act1v1t1és relating

These charges may or may not be known as tuition and, in some states, may be

=

general fund revenues.

¢
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